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SECTION A                [35 marks] 
 
QUESTION 1  
 
Select the correct option and colour the block of the corresponding letter of the answer 
on the scanner sheet provided. 
 
The following information relates to questions 1.1 -1.5:  
 
WhyFM will be hosting their 12-hour summer fiesta in InDaFree Park on 16 December 2016. They 
are expecting 6 000 people to attend the fiesta. The accountant is finalising the cost per attendee 
but is unsure how to treat the security and cleaning costs. The cleaning company will charge 
WhyFM R12 for each person that attends the concert for cleaning services. The security company 
will deploy 30 security officers to the venue and charge R100 per hour that each security officer 
works.  
 
Question 1.1  
 
The cost object in the case above is:  
 
A. The security costs 
B. The cleaning costs 
C. The fiesta cost per attendee  
D. The accountant’s salary          (1) 
Question 1.2  
 
The cost behaviour of the security costs is:  
 
A. Product cost  
B. Period cost  
C. Fixed cost  
D. Variable cost           (1) 
Question 1.3  
 
The cost behaviour of the cleaning costs is:  
 
A. Product cost  
B. Period cost  
C. Fixed cost  
D. Variable cost           (1) 
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Question 1.4  
 
The cost classification of the cleaning cost is:  
 
A. Product cost  
B. Period cost  
C. Fixed cost  
D. Variable cost           (1) 
Question 1.5  
 
Assuming that the security costs are a fixed manufacturing overhead, the best treatment of the 
cost when determining the cost of the fiesta tickets would be to:  
 
A. Add R100 to each fiesta ticket cost.  
B. Expense the R36 000. 
C. Add R6 to each fiesta ticket cost. 
D. Wait until the actual security invoice is received from the security company.   (2) 
 
Question 1.6 
 
Just-in-time (JIT) is best described as:  
 
A. A sales control system where sales are made as the customer arrives in the warehouse.  
B. A production and inventory control system in which material are purchased and units are 
produced only as needed to meet actual customer demand.  
C. A production and sales control system in which material are purchased only as needed to meet 
actual customer demand.  
D. A sales control system in which labourers arrive just in time to start manufacturing to meet 
customer demand.          (1) 
Question 1.7 
 
When an entity uses the just-in-time (JIT) system the following is possible:  
 
A. The profit per the absorption costing system will be higher than that per the variable costing 
system because of opening stock units.  
B. The profit per the absorption costing system will be lower than that per the variable costing 
system because of opening stock units.  
C. The profit per the absorption costing system will not be materially different from the variable 
costing system profit because there will be little or no closing units.   
D. The profit per the absorption costing system will be higher than that per the variable costing 
system because of closing stock units.        (1) 
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Question 1.8 
 
What is a feature of a job-order costing system? 
 
A. It is used in situations where many different products are produced each period. 
B. It ignores costs associated with the acquisition of inventory, such as clerical costs and 
transportation costs. 
C. It applies a broad, average unit cost figure to homogeneous units of production. 
D. It is used in situations where the company produces many homogeneous units of a single 
product for long periods.         (1) 
Question 1.9 
 
A labourer on the plant wanting to request some material from the stores uses a __________ 
 
A. Job Cost Sheet 
B. Time Ticket  
C. Bill of Materials  
D. Materials Requisition Form         (1) 
 
The following information relates to questions 1.10 -1.14:  
 
Mali (Pty) Ltd manufactures two products, Tim and Baktu. Management believes that using activity-
based costing (ABC) will yield numerous benefits for the entity. They have decided that they would 
use ABC to determine the maintenance costs that will be applied to each unit of production. The 
maintenance costs for the following year are R3 000 000. A detailed analysis of the maintenance 
functions on an activity base revealed the following: 
 
 % of cost Tim Baktu 
Scheduled visits 50 6 visits 4 visits 
Call-out visits 40 15 visits 5 visits 
Rework hours  10 1 200 hours 300 hours 
 
The budgeted units of production are 120 000 units of Tim and 80 000 units of Baktu for the year.   
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Question 1.10 
 
The portion of the maintenance costs that is attributable to scheduled visits is:  
 
A. R3 000 000 
B. R1 500 000 
C. R1 200 000 
D. R1 800 000          (2) 
Question 1.11 
 
Using ABC, the percentage of the maintenance costs for call-out visits that will be allocated to 
all units of Tim is:  
 
A. 75% 
B. 40% 
C. 30% 
D. 15%           (2) 
 
Question 1.12 
 
Using ABC, the maintenance costs for call-out visits that will be allocated to each unit of Baktu 
is:  
 
A. R15.00 
B. R11.75 
C. R2.50 
D. R3.75           (2) 
Question 1.13 
 
Using ABC, the maintenance costs for rework hours that will be allocated to each unit of Tim is:  
 
A. R3.75 
B. R2.00 
C. R0.75 
D. R0.50           (2) 
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Question 1.14 
 
Which statement is true for Mali Ltd’s maintenance costs:  
 
A. Tim carries higher maintenance costs per unit than Baktu.  
B. The total costs attributable to Tim’s scheduled and call-out visits are the same. 
C. 68% of the maintenance costs are attributable to Tim.  
D. Statements A, B and C are true.         (2) 
Question 1.15 
 
BSR (Pty) Ltd applies overhead costs using labour hours. The budgeted fixed manufacturing 
overhead costs were R1 050 000 for the year and the budgeted labour hours were 100 000. The 
actual overhead costs were R1 050 000 and they used 120 000 hours.  
 
The following statement is true:  
 
A. The predetermined overhead rate is R8.75 per labour hour.  
B. The cost of sales amount will not be adjusted as the budgeted overhead costs is the same as 
the actual overhead costs. 
C. The overhead costs were underapplied by R210 000. 
D. The overhead costs were overapplied by R210 000.     (2) 
 
Question 1.16 
 
The following information is made available: 
 
Actual fixed manufacturing overheads for 2016 R110 000 
Budgeted fixed manufacturing overheads for 2016 R100 000 
Over applied overheads R10 000 
Predetermined overheads R10.00 per unit 
 
The actual number of units produced in 2016 were: 
 
A. 12 000 
B. 11 000 
C. 10 000 
D. 13 000
  (2) 
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Question 1.17 
 
The following is true about the variable costing system:  
 
A. It is preferred by financial accountants for financial reporting purposes.  
B. It always reports a higher profit than the absorption costing system.  
C. The profit is increased by each unit that is sold beyond the breakeven point.  
D. Management accountants prefer not to use it because it takes into account the full cost of the 
product manufactured.  (1)  
 
Question 1.18 
 
Lumley Furniture sells home furnishings, lamps and lighting fixtures, and wall art. The company is 
considering whether to discontinue selling wall art because of slowing sales. Wall art accounted 
for total sales of R7 900 000 during the most recent year. Cost of goods sold related to wall art 
included variable cost of R7 665 000 and fixed cost of R58 500. Operating expenses related to wall 
art included variable expenses of R420 000 and fixed expenses of R51 800. None of the fixed costs 
or fixed expenses will be eliminated if the wall art is discontinued.  
 
If the company’s current total income from operations is R410 000, what will the company’s total 
income from operations be if wall art is discontinued? 
 
A. R420 000.  
B. R410 000.  
C. R595 000.  
D. R185 000.  (2)  
 
Question 1.19 
 
When considering a decision about product mix with constraints (scarce resource), it is important 
to: 
 
A. Include sunk cost.  
B. Select the highest-quality product regardless of cost.  
C. Consider the most expensive cost and the costs that are the easiest to determine first.  
D. Select the product yielding the highest contribution margin per unit of scarce resource.  (1)  
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Question 1.20 
 
A department makes a product whose contribution per unit is R1 000, and which takes 20 hours 
machine time. A component used in this product with a marginal cost of R300 (taking 5 hours of 
machine time) could be purchased from an external supplier. The department is working at full 
capacity. What is the maximum price that the company may pay to buy the component from an 
external supplier? 
 
A. R500.  
B. R550.  
C. R575.  
D. R600.  (2)  
 
The following information relates to questions 1.21 -1.22:  
 
The following table summarises the relevant sales and cost data of hole punchers and staplers for 
TP Pty Ltd, a small office supply company. 
 
Products Unit selling price  Unit variable cost Sales Mix 
Hole puncher R9.80 R4.80 30% 
Stapler R16.20 R9.20 70% 
 
Question 1.21 
 
TP Pty Ltd has estimated annual fixed cost of R328 640. How many total combined units of the 
two products does the company need to sell to break even? 
 
A. 49 100 units.  
B. 50 600 units.  
C. 51 350 units.  
D. 49 850 units.  (2)  
 
Question 1.22 
 
Assuming a break even point of 51 350 units, how many staplers (in units) are produced and sold? 
 
A. 15 405 units.  
B. 35 945 units.  
C. 16 305 units.  
D. 34 895 units.  (2)  
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Question 1.23 
 
Which of the following is the correct description of the break-even point? 
 
A. Where total revenue equals total fixed and variable costs.  
B. Where total revenue equals total variable costs.  
C. Where total revenue equals total fixed costs.  
D. Where total revenue equals total contribution.  (1)  
  
 
End of Section A 
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SECTION B                [40 marks] 
 
QUESTION 2 (10 marks) 
 
Varbs (Pty) Ltd manufactures one product. The new financial manager of the company is a big 
supporter of management accounting principles. She has asked you to scrutinise the differences 
between the correctly-calculated absorption costing profit and the variable costing profit for the 
year ended on 31 October 2016.  
 
The following information was made available:  
 
Actual value of opening stock (using absorption costing system) R57 750 
Actual units in opening stock  3 500 
Actual variable cost per unit for year ended 31 October 2015 R10.50 
Actual variable cost per unit for year ended 31 October 2016 R11.55 
Budgeted units of production for the year ended 31 October 2016 70 000 
Actual units produced for the year ended 31 October 2016 44 000 
Actual units in closing stock on 31 October 2016 2 850 
Budgeted manufacturing overheads for year ending 31 October 2016 R462 000 
Actual fixed manufacturing overheads for year ending 31 October 2016 R380 000 
Actual fixed non-manufacturing overheads for the year ending 31 October 
2016 
R88 050 
Actual absorption costing profit system for the year ended 31 October 2016 R2 077 000 
Actual variable costing system profit for the year ended 31 October 2016 R2 079 190 
 
REQUIRED: 
 
2.1 Discuss reasons why the financial manager would prefer using the variable costing 
system over the absorption costing system. (2) 
 
2.2.  Reconcile the absorption profit for the year ended 31 October 2016 to that per the 
variable costing system for the year ended 31 October 2016.  (5) 
 
2.3 Calculate the total contribution for the year ended 31 October 2016. (3) 
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QUESTION 3 (15 marks) 
 
McGee Furniture’s manufactures and sells tables and chairs. The following information was 
compiled for purposes of preparing the company’s master budget for the year ending 31 December 
2017 
 
 Chairs Tables 
Sales volume (units) 8 500 1 600 
Selling price per unit R400  R600 
Expected closing inventory 1 870 units   90 units 
Expected opening inventory 170 units @ R296 85 units @ R471 
Material requirements:   
Wood R7,20 per sheet 10 sheets 8 sheets 
Steel R16 per length 5 lengths 9 lengths 
Labour requirements: 10 hours @ R12/hour 15 hours @ R16/hour 
Budgeted fixed manufacturing 
overheads 
R125 000 R75 000 
Budgeted variable 
manufacturing overheads per 
labour hour 
R5 R4 
 
 Wood Steel 
Expected opening inventory 8 500 sheets @ R6 8 000 lengths @ R12 
Expected closing inventory 10 200 sheets 1 700 lengths 
 
REQUIRED: 
 
3.1 Prepare the production budget for the year ended 31 December 2017 (2) 
 
3.2 Prepare the direct materials budget for the year 31 December 2017. (13) 
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QUESTION 4 (15 marks) 
 
 
Green Company has decided to offer two models of lawn mowers:  a mulching mower to sell for 
R400 and a riding mower to sell for R800. 
 
The accountant has prepared the following projected income statement based on the sales 
forecast: 
 
 Mulching 
Mower 
R 
Riding 
Mower 
R  
 
Total 
R 
Sales 
Less: Variable expenses 
Contribution margin 
Less: Direct fixed expenses 
Product margin 
 480 000 
   390 000 
 90 000 
     45 000 
     45 000 
 640 000 
   480 000 
 160 000 
     40 000 
   120 000 
 1 120 000 
    870 000 
 250 000 
      85 000 
    165 000 
 
REQUIRED: 
 
4.1 Calculate the number of riding mowers which Green Company should sell to break-
even. (5) 
 
4.2 Suppose that Green Company recently conducted a market study of the mulching lawn mower 
that revealed three different alternatives: 
 
 1. Alternative 1:  If advertising expenditures increase by R8 000, then sales will increase 
from 1 600 units to 1 725 units. 
 
 2. Alternative 2:  A price decrease from R400 to R375 per lawn mower will increase sales 
from 1 600 units to 1 900 units. 
 
 3. Alternative 3:  Decreasing price to R375 and increasing advertising expenditures by 
R8 000 will increase sales form 1 600 units to 2 600 units. 
 
 Discuss whether Green should maintain its current price and advertising policies, or should 
it select one of the three alternatives described by the market study? (10) 
 
 
 
End of Section B 
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SECTION C                [75 marks] 
 
QUESTION 5 (25 marks) 
 
DAS is an insurance company that provides insurance and other financial services to many large 
companies in South Africa. Due to an increase in clientele DAS is becoming relatively pressured for 
time. As a result of tight deadlines, DAS requires its employees to work many hours of overtime. 
 
DAS is considering opening up a coffee shop on its premises so as to provide a place for its 
employees to enjoy a good cup of coffee since they will be spending so much time at work. 
 
DAS is currently deciding between two options. DAS can either open the coffee shop themselves, 
or they can outsource the function to “Le Café” enterprise. 
 
If DAS opens the coffee shop, furniture and fittings ( including chairs, tables, counters etc.) will 
have to be purchased at a total cost of R50 000.  These will be depreciated over 5 years. A cash 
register costing R6 000 will also have to be bought. 
 
DAS will have to employ two staff members to work in the coffee shop. These employees will have 
to be trained to use the equipment at a cost of R500 per staff member. Thereafter the two 
employees will be paid R25 per hour. The coffee shop will be open 6 days a week from 7 a.m. to 
5 p.m.  (Assume a 52 week year.) 
 
Alternatively DAS could use two staff members that are currently in the employ of the company. 
These employees are working as cleaning staff but could be moved to the coffee shop so as to 
add more value to the company. These employees are currently each paid R5 500 per month. If 
they are used in the coffee shop they will have to be trained at a cost of R 500 per employee and 
they will continue to be paid their salary. 
 
The floor space that is intended to be used for the coffee shop is currently being rented out to XYZ 
Printers, a printing company that uses the space for storage. Rental of R 1 500 per month is being 
paid for this space. 
 
The company expects to pay water and electricity in addition to what they currently pay. It is 
estimated that the fixed portion of the water and electricity bill will increase by R1 000 per year as 
soon as the number of cups of coffee sold exceeds 100 000 per annum. 
 
The information below refers to the water and electricity cost: 
 
 
    Number cups of coffee       R 
 
     110 000   15 000 
     80 000    12 000 
     50 000    10 000 
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DAS will have to buy coffee at a cost of R30 per bag. It is estimated that 500 000 cups of 
coffee will be sold yearly at a charge of R8 per cup. They will use 40 000 bags of coffee a 
year. 
 
Outsourcing to “ Le Café”: 
 
DAS will earn rental of R2 000 per month from “Le Café” for the use of the premises, as well as 
10% of all turnover earned by “Le Café”. “Le Café” will sell coffee at R9 per cup and the demand 
is expected to be the same as if DAS opened the shop themselves. DAS will however have to pay 
Le Café R10 000 upfront for the use of their trademark. “Le Café” will see to it that the coffee shop 
is set up with their trade features. They will stock the shop with coffee and they will fully staff the 
coffee shop. 
 
“Le Café” will pay their staff members R50 000 per annum. It is estimated that the maintenance 
cost of the coffee machines will be R2 000 per annum payable by DAS irrespective of the option 
chosen. 
 
REQUIRED: 
 
5.1 Calculate whether DAS should open the coffee shop themselves or outsource it to “Le 
Café”.  (Show your calculations.)     (20)  
5.2 Discuss other qualitative factors that DAS should consider before making the 
decision (5) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
PROGRAMME: Financial Management (Undergraduate) Page 15 of 18 
MODULE: Financial Management 2B (BSR2B01) (LAO – NOVEMBER 2016) 
 
 
QUESTION 6 (25 marks) 
 
BS Limited manufactures one standard product and operates a system of variance accounting 
using a fixed budget. As assistant management accountant, you are responsible for preparing the 
monthly operating statements. Data from the budget, the standard product cost and actual data 
for the month ended 31 October are given below. 
 
Budgeted and standard cost data: 
 
Budgeted sales and production for the month:  10 000 units 
 
Standard cost for each unit of product: 
Direct material: X:   10 kg at R1 per kg 
   Y:   5 kg at R5 per kg 
Direct wages:     5 hours at R3 per hour 
 
Fixed production overhead is absorbed at 200% of direct wages. 
Budgeted sales price has been calculated to give a profit of 20% of sales price.  
 
Actual data for month ended 31 October: 
Production:  9 500 units sold at a price of 10% higher than that budgeted  
 
Direct materials purchased and consumed:  
X: 96 000 kg at R1.20 per kg 
Y: 48 000 kg at R4.70 per kg 
 
Direct wages incurred:   46 000 hours at R3.20 per hour 
Fixed production overhead incurred:  R290 000 
 
REQUIRED: 
 
6.1 Calculate the following variances for the period: 
 
6.1.1 Direct material price and quantity variance. The actual materials used are in 
standard proportions. Therefore there is no mixed variance.    (12) 
6.1.2 Direct labour rate and efficiency variance.       (6) 
6.1.3 Fixed manufacturing overhead budget and volume variance.     (7) 
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QUESTION 7 (25 marks) 
 
Smile (Pty) Ltd (Smile) manufactures toothpaste. You have been engaged as a consultant to assist 
the financial director. The company’s year-end is 31 October. Smile currently manufactures two 
types of fluoride toothpaste for sensitive teeth namely ‘Mint’ (regular) and ‘Citrus’ (with an added 
antibacterial agent). The toothpaste is sold in 100ml tubes packaged in a box. The basic mix of 
ingredients for the two types of toothpaste is the same. Citrus has an antibacterial agent added in 
tiny quantities and does not affect the volume of the final product. 
 
The following information applies:  
 
1. No opening or closing inventory of raw materials and packaging are kept. Completed products 
are recorded on the first-in-first-out basis. The quantities for the year were as follows: 
 
 Mint 
(tubes) 
Citrus 
(tubes) 
Total 
Budget    
Opening inventory  7 000 6 000 13 000 
Closing inventory 12 000 4 000 16 000 
Production 125 000 60 000 185 000 
Sales 120 000 62 000 182 000 
    
Actual     
Opening inventory  7 000 6 000 13 000 
Closing inventory 6 000 8 000 14 000 
Sales 135 000 57 000 192 000 
 
2. Under normal efficient operating conditions 5% of the direct materials (basic ingredients and 
flavouring) purchased go to waste during the production process. This is an unavoidable part 
of the process. No additional losses other than the expected losses occurred during this year. 
There was no direct material opening or closing stock. 
 
3. Smile applies fixed manufacturing overheads to products using machine hours. The budgeted 
machine hours were 1 750 hours for Mint and 960 hours for Citrus. The budgeted fixed 
manufacturing overheads for 2016 were R600 000 and actual overheads were R620 000. 
 
4. The budgeted variable costs to produce one tube of Mint and Citrus were R7.15 and R8.05 
respectively.  
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5. While preparing the 2017 budget the management accountant investigated the possible use 
of Activity Based Costing. He analysed the budgeted fixed manufacturing overheads for the 
2017 year as follows: 
 
 Total 
R 
Store costs  180 000 
Set-up costs 120 000 
Power 105 000 
Depreciation 255 000 
 660 000 
 
Further budgeted details for the 2017 year are as follows: 
 Mint Citrus 
Production (tubes)  145 000 62 000 
Batch size (tubes) 2 500 2 000 
Number of batches  58 31 
Machine hours 1 950 1 050 
Total number of orders 232 155 
Total number of set-ups  58 62 
Power (kJ) per batch 50 45 
 
It was found that store costs are driven by the number of orders. 
(Scenario: Adapted Unisa) 
REQUIRED: 
 
7.1 Calculate the number of litres of direct material that were purchased (and used) 
in total to produce the actual quantity of toothpaste manufactured during the 
2016 year. (4) 
 
7.2.1 Calculate the predetermined overhead rate for Smile Ltd using machine hours as   
the allocation base. (2) 
 
7.2.2 Calculate the amount of overhead that was budgeted to be applied to each 
product, per tube, in 2016. (5) 
 
7.3 Calculate the 2017 budgeted fixed manufacturing overhead cost per tube for both 
Mint and Citrus using Activity Based Costing (ABC). Round total costs to the nearest 
Rand. (12) 
 
7.4 Explain why activity-based costing is considered to be superior to traditional 
absorption costing.   (2) 
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End of Section C 
 
 
End of Question Paper 
 
 
